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LEGISLATION AGAINST FUTURES. 

A DOLLAR per bushel for the farmer's wheat and flour 
for the laborer at three dollars per barrel, is the dream 
of the economic alchemist. To make this dream a reality, — 
to secure high prices for the producer and low prices for the 
consumer, — is to discover the philosopher's stone. That it 
still remains a dream is attributed by many not to the neces- 
sity of nature, but to the perversity of man. To these the 
first obstacle presented is the trader, bent on buying cheap and 
selling dear. He it is who seems to lessen the price to the 
producer and raise it to the consumer. Hence from the time 
when Mercury, the god of trade, was described as " a schemer 
subtle beyond all belief," the trader has been an object of pop- 
ular suspicion. Producer and consumer alike grudge him the 
toll he takes. In recent years, however, this suspicion has 
been transferred from the trading body as a whole to a new 
class of middlemen, the speculators. Especially is this true of 
speculators in their particular capacity of "short-sellers." The 
feeling finds expression to-day in attempts to suppress the 
" short-seller " by legislation. This has been the aim of all the 
so-called " anti-option " bills — the Butterworth Bill of the 
fifty-first Congress, and the Hatch and Washburn Bills of the 
fifty-second and fifty-third Congresses. While these bills have 
been almost unanimously opposed by leading bankers, mer- 
chants and manufacturers, they have received a strong popular 
support. This is due largely to the fact that the evils of spec- 
ulation are apparent and have been made familiar to the 
general public through the press, while its benefits have been 
set forth only in technical trade or economic journals. 1 

The authors of these bills, however, declare themselves as 
not opposed to what they call "legitimate speculation"; their 

1 See particularly two articles by Mr. A. C. Stevens, Quarterly Journal of Eco- 
nomics, II, 37; and Political Science Quarterly, VII, 419. 



LEGISLATION AGAINST FUTURES. 63 

attack is directed solely against the disastrous system of " short- 
selling." This position shows a failure to appreciate the true 
function of speculation, and it will be well briefly to consider 
the development of a distinct speculative class and the signifi- 
cance of the "short-seller" in the speculative system, in order 
to understand the ends aimed at by these bills and the argu- 
ments brought forward in support of them. 

I. 

The central feature in the economic organization of modern 
society is the market. From the standpoint of the individual, 
the production and distribution of commodities are carried on 
with a view to their exchange. Consequently the producer 
will expend his energies on such commodities as will have the 
greatest market value compared with the expenses of produc- 
tion, and the merchant will take these commodities to the mar- 
ket where they will command the highest price. But this 
adjustment of production and distribution according to values 
will be accurate only in proportion to the success of pro- 
ducer and distributor in ascertaining such values. The value 
of any commodity varies from time to time and from place to 
place, and the supposed value according to which the producer 
started his crop may prove to be very different from the actual 
value when the production is complete. The test of perfection 
in the organization of trade is the promptness with which 
changes of value are learned and the accuracy with which they 
are predicted. 

The uncertainty as to values makes every business under- 
taking to some degree a venture, involving risks as to its final 
outcome. These risks are inherent in all business and are 
no more artificial than the whole commercial order under 
which we live. They are risks that thrust themselves upon 
business men and which business men must meet. It is the 
assumption of these risks of changes in value which constitutes 
speculation. 

Value being a phenomenon of exchange, risks of changes in 
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value arise only where the system of exchange is already 
developed. When every man produced for himself alone, he 
was forced to undergo risks of production ; but only when he 
had begun to produce more than he wanted for his own use did 
he become subject to uncertainty in finding a market for his 
goods. The more extended the system of exchange became, 
the more important became this uncertainty. But the producer 
was soon relieved of the burden of risk thus created by the 
development of a distinct speculative class, which stood always 
ready to buy his surplus product and assume to itself the 
chance of gain or loss through possible changes in value. 

This development did more, however, than shift the burden. 
It tended to make the risks themselves much less numerous. 
With the expansion of trade and the growth of intercourse 
among traders, many of the local influences affecting price 
became less important, while gains and losses due to such 
causes tended in the long run to balance. A moderate profit 
became assured to the average trader under average circum- 
stances. At the same time the risks that remained became 
more and more important. Especially was this so in the trade 
in all the great agricultural products. No development of 
trade could remove the uncertainties of supply in regard to 
those products. And as the market came to be more and 
more extended, until with the development of steam transpor- 
tation it covered the whole civilized world, the possibility of a 
total loss by some sudden unforeseen change in conditions 
became a constantly increasing burden to the mass of traders. 
An occurrence in some far corner of the globe, of which the 
small dealer could have no knowledge, might utterly change 
the course of prices on which he had relied to make his profits 
possible. 

Thus with the elimination of petty and local risks and the 
increasing importance of the fundamental risks, the trading 
and the speculative elements in all business came to be more 
sharply distinguished. What was now needed by the trader, 
was a distinct body of men prepared to relieve him of the 
speculative element of his business, that is, of the risks of dis- 
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tant and future changes, just as he himself had formerly 
relieved the producer of his distinctly trading risks. And as 
the need grew, 1 the speculative class became differentiated from 
the trading body as the latter had been differentiated from the 
producing body. The importance of this development can 
hardly be overestimated. The striking feature is, not that 
speculation has increased, for that is but a necessary accompa- 
niment of increased trade, but that speculation has become 
the business of a special class. Previously the speculators had 
been traders. They had been importers and exporters, seeking 
their own markets and moving their own goods. Now they 
became a third class, distinct from both producers and 
exchangers. Whereas formerly each man bore his own 
risks, the new class has arisen to relieve him of these risks. 
Instead of all traders speculating a little, a small class specu- 
lates much. 

The speculator stands prepared to assume the ownership 
of a certain property at the prevailing price, and to take the 
risk of a fall in value in the hope of a rise. This form of 
speculation has always existed. But the modern speculator 
must do more ; he must be ready to fix now a price which 
he will at a future time pay for a certain amount of some com- 
modity. The business of the producer is precarious because 
the price that influences him to make his outlay may change ; 
but if he can estimate what his produce is to be, he can find 
a speculator who will fix a price at which he will take it when 
the process of production is completed. Then if the price 
changes, the speculator bears the consequence. He has agreed 
to take the product at a certain price, and that price he must 
pay regardless of subsequent fluctuations. This speculator is 
a "bull." He speculates "for the rise." That is, he expects 
the price to rise and he assumes the risk of a fall. 

1 The fact that the system developed gradually as the need developed blinds 
many to the fact that there was any such need at all. It is all very well to say 
that no trouble was found in marketing the produce without this system forty 
years ago. It does not follow that the system is not needed now. Conditions 
have changed radically, and it is only within the last thirty years that the develop- 
ment of a world market has been possible. 
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The risk to an owner of property is that it will fall in value ; 
but for one who is postponing a purchase there is equal risk of 
a rise. A complete system of speculation must meet this risk 
also. And it does meet it by providing a speculator who will 
fix a price at which he will furnish the would-be purchaser with 
the desired commodity at such future time as may be stipulated. 
He too must accept the contract price, whatever the market 
price may be when the time for delivery arrives. This man is 
the "bear" — the "short-seller." He assumes the risk of a 
rise, while expecting prices to fall. 

But such speculation is only possible where the necessary 
machinery has been developed. In the first place it can be 
carried on only in the case of representative goods. If a man 
buys or sells goods not yet in existence, the commodity in 
question must be of such a kind that every part of it is repre- 
sentative of the whole — is of equal value with every other part. 
The earliest organized speculation on a large scale was in the 
shares of stock companies, because of this very representative 
quality of the shares. The same quality is secured in grain 
and cotton by fixed classifications of different grades. The 
machinery for speculation in produce was developed from the 
practices of importers, those of England and Holland espe- 
cially. They adopted the plan of issuing receipts (warrants) for 
goods deposited in warehouses, which receipts specified the 
grade of the commodity in question and passed from hand to 
hand as equivalent to the commodity itself. The commodity 
was deliverable to the last buyer on presentation of the warrant. 
But importers soon became unwilling to undergo the risks of 
changes of value while their goods were in transport. Accord- 
ingly there grew up the practice of selling goods "to arrive," 
and even "for shipment," i.e., goods still in the exporting 
country. These however were sales of specific lots. The next 
step was for the importer to take the first good offer made him 
for the goods in which he dealt, deliverable at a future date, 
and trust to making the contract good by purchases through 
his agents in the exporting country. This was short-selling 
pure and simple, and was the one thing needed to complete 
the machinery of speculation. 
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The regulation of these facilities for trading in future prod- 
ucts was taken over by the organized body of merchants in 
each community, out of which bodies have grown the great 
speculative exchanges of to-day. As trade increased, these 
facilities were rapidly perfected. Impartial grading and uni- 
formity of contracts are the chief needs in such business, and 
these are now secured by an established classification of different 
kinds and qualities of wheat, corn, cotton and all other com- 
modities so dealt in, and by official grading according to such 
classification by sworn inspectors. Warehouse receipts and 
elevator receipts (warrants) no longer represent the particular 
lot deposited, but are merely orders for a certain amount of a 
certain grade of the commodity named, payable on demand. 
These receipts are bought and sold as commodities and con- 
stitute a complete delivery on all contracts. Finally, the form 
of contract is stereotyped, all the conditions being fixed except 
the price and time of delivery, while elaborate provision is 
made for the quickest possible cancellation of debts and settle- 
ment of contracts. 

With all details thus simplified, the two opposing forces in 
the speculative market face each other on an equal footing, 
relieved of the duties of ordinary trade. They have no care 
for the particular lots of any commodity, for storing or for 
transportation. They are left free to study by every possible 
means the influences that can affect the market for the com- 
modities in which they deal, causing a rise or fall in price. 
That they are not concerned immediately with the goods that 
they buy and sell and cannot themselves distinguish the grades 
or qualities of such goods, is no reproach to them. Such 
knowledge is the business of traders. But these men are not 
traders ; they are speculators, and they fulfill their function 
as speculators when, after full consideration of all knowable 
circumstances bearing on the future price of their commodities, 
they enter the market to sell if they expect a fall, and to buy 
if they expect a rise. 

The speculators estimate the future demand and the future 
supply in order to ascertain as nearly as possible the future 
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price. On their estimate of future demand and supply they 
create a present speculative demand and supply, which deter- 
mines the price of "futures," i.e., the price at which the com- 
modity in question can be bought or sold for future delivery. 
The price of " futures " is an anticipation of the actual future 
price. It is the market estimate of what the price is going to 
be at any given time. Thus in December there are certain 
indications as to what the condition of the wheat market will be 
in the following May ; and the buying and selling by specula- 
tors establishes a December price for May delivery. It is a 
real price at which any person may secure the stock of wheat 
which he needs in May, or get rid of a stock which he will then 
possess ; but it is also an estimate, the best that the market 
can make, of what the price of "cash" wheat will be when 
May arrives. That the estimate and the actual price are 
generally different, and sometimes widely different, is due to 
the impossibility of foreseeing all the influences that affect 
the price of a commodity. As speculation becomes more per- 
fect, this divergence tends to diminish, but in the meantime it 
is what attracts men into speculation and makes their gains and 
losses possible. Ideal speculation would render a future price 
absolutely predictable, that is, would annihilate itself. 

The bears, or short-sellers, represent the supply forces and 
the bulls the demand forces. Those who think the price of 
the commodity, say wheat, is going to rise, come into the 
market and buy, and those who are of the opposite opinion sell 
short to the buyers, hoping to fulfill their contracts by buying 
in at a lower rate. The equilibrium point of this speculative 
demand and supply marks the opinion of the market as to 
future prices. It will be seen that the speculative buyer and 
the short-seller are mutual checks on each other, the one being 
as much as the other a necessary part of such a system of 
speculation. 

The establishment of this price for the future delivery of a 
commodity is the great service of speculation. We are wont 
to think of speculation as beneficial chiefly through holding 
back supplies in times of plenty for use in less prosperous 
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times. This is indeed an important service, but it is no longer 
performed immediately by the speculators. Since the produc- 
tion and distribution of commodities, as to both time and place, 
follow their probable values, speculation's great work is to fix 
these future values according to the most enlightened opinion 
of the most competent men. We may, then, sum up the 
function of speculation in produce as follows : It directs the 
production and distribution of commodities into the most ad- 
vantageous channels, by establishing, at any particular moment, 
relative prices for different commodities deliverable at different 
times and places. 

II. 

We are now in a position to examine more intelligently the 
arguments advanced in favor of anti-option legislation. 1 Such 
legislation aims primarily at suppressing the short-seller. In 
the Hatch and Washburn Bills of 1892 the attack was made 
directly on the short-seller himself. It was the habitual and 
professional selling of what one did not possess that was held 
up as the evil to be suppressed. In the bills before the fifty- 
third Congress the attitude taken was different. Mr. Hatch 
seemed to repudiate his old opinions, and now made the test 
to be the "absolute sale and actual delivery" of the com- 
modity. The reasons for this change were not clearly given. 
The new measure seemed to allow short-selling, and so nomi- 
nally "obviated all the objections to the former bill." But 
just what was aimed at is not clear. Suppose a grain dealer 

1 The name anti-option has been given to these bills because they have been 
bills for the taxation of " options " and " futures." Futures, as defined in the 
bills, are such contracts as have been spoken of above, for the delivery of ascer- 
tain amount of a given commodity at a future time. Options is the word applied 
by the framers of these bills to what are more commonly known as " privileges." 
These are the familiar "puts" and "calls." They are contracts whereby one 
party acquires the right to receive or deliver the commodity, but is not obligated 
so to do. Some confusion has arisen from the fact that the word option is com- 
monly used in business as synonymous with "future," because the seller generally 
has an option as to what day in the stipulated month he shall choose for delivery. 
The question of privileges, however, is of comparatively little importance. It is 
only with the question of futures that we are here concerned. 
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sells 50,000 bushels of wheat for forward delivery. It is re- 
sold through a whole line of speculators till perhaps the twen- 
tieth buyer wants it for milling purposes. When the time for 
delivery arrives the elevator receipt may be sent through the 
whole line and cash paid on each delivery. But it saves 
trouble if a "transferable order" is passed along by which 
the last buyer may claim delivery direct from the original 
seller. The others settle their "differences." This is actual 
delivery as much as the other. In either case nine-tenths of 
the business has been speculative, and one-tenth for trade. 
Suppose now the original seller has changed his mind and 
wants to "hedge" on his first contract, or that the first seller 
was himself merely speculating. The last speculator in the 
line, instead of selling to the miller, sells to him. This forms 
a circle and settlement is made by " ringing out." What dif- 
ference in principle is there in the two forms ? Evidently 
none. One had a fraction of real trading, whereas the other 
was perhaps all speculative. But in all exchange business the 
dealings for differences and the dealings by bona-fide traders 
are so mixed as to be indistinguishable. If Mr. Hatch only 
aims at prohibiting a particular form of settlement, he will 
merely obstruct the easy working of the system without touch- 
ing the principle involved. All contrivances that facilitate 
transfers and obviate the cumbrous methods of cash payments 
are a distinct benefit to trade. 

But the real aim of the new measures is the same as that of 
the old, and the arguments made for the bills of 1892 have 
been expected to do service for these later ones. That this 
is so, is seen by the most cursory glance at the speeches and 
especially at the committee reports in favor of the bills. The 
wording is changed somewhat, but the real motive is the same. 
Though short-selling for business purposes has been admitted 
to be a necessity, the great extension of the system in the 
hands of professional speculators is still the point of attack, 
as being destructive of the welfare of the producing class. If 
this contention is not true, there is no more reason for passing 
the later bills than for passing the bill of 1892. The issue 



No. i.] LEGISLATION AGAINST FUTURES. 7 1 

then resolves itself into the question of the use of the short- 
seller in the organization of business. 

According to the theory of speculation in the first part of 
this paper, short-selling is the last step in the development 
of a much needed machinery for the determination of future 
prices according to all the market conditions present and 
future. The short-seller represents the forces of supply, and 
can only represent a future supply by a present speculative 
supply. But apart from the nominal object of raising revenue, 
the first object of the Hatch Bill of 1892, as laid down in the 
report of the committee on agriculture, 1 was " to relieve the 
producer of the destructive competition to which he is now 
subjected by the offering upon the exchanges of illimitable 
quantities of fiat or fictitious products by those who do not 
own, and have not acquired the right to the future possession 
of, the articles which they pretend to offer and sell," or, as it 
is stated in the report 2 on the bill of 1 894, " by those who do 
not intend to, and cannot, terminate the contract by actual 
delivery of the articles which they pretend to offer and sell." 
In either case the fundamental assumption is, that the great 
quantity of recorded sales, which perhaps aggregate many 
times the crop raised, are simply an enormous additional sup- 
ply forced on a market in which the other forces of demand 
and supply have already attained an equilibrium. 

It is however easy to be misled by figures. These recorded 
" sales " simply give the amount of transactions. If a lot of 
10,000 bushels of wheat passes through ten hands within a 
week or month, the total transactions are recorded as 100,000 
bushels. And they are recorded as "sales " even if the eager- 
ness of the buyers has caused a rapidly rising market. These 
figures in themselves evidently do not signify anything as to 
the actual supply. 

It is insisted, however, that "illimitable" quantities of "fic- 
titious " products are actually offered, and that these offers 
must reduce the price. The proposition seems eminently 

1 52c! Cong., 1st Sess., House Rep., No. 969. 

2 53d Cong., 2d Sess., House Rep., No. 845. 
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reasonable. There can be no doubt whatever that " illimit- 
able supply" will break any market. But what has stopped 
the progress of the fall ? The advocates of these measures 
have brought to their support * the principle laid down by 
Tooke, that an increase in the supply of grain regularly results 
in a much more than proportional fall in price. Therefore, 
when the distinguished senator whose bill was before Congress 
in 1892 shows that an amount of " fictitious wheat " fifteen 
times the actual wheat offered was poured into the market 
during that year, we look at once to the principle advanced 
and find that the price of wheat ought to stand at less than 
one cent a bushel. Still there can be no question of the 
validity of the principle itself; and the only explanation of 
this conclusion seems to be that the facts are not as stated. 
Certainly no one can seriously maintain that " illimitable " 
supplies of fictitious produce are, or can be, poured into the 
market by the short-seller. There is something that puts a 
limit on the supply and a check on the seller. What is it ? 

Again, let us consider the way in which the short-seller 
pursues his " nefarious business." We are told again and again 
that he makes the price to suit himself, and robs the producer 
of enormous sums. The process is truly startling in its sim- 
plicity. The bears merely contract to sell an illimitable sup- 
ply of (say) wheat; this forces prices down, and then they 
cover their contracts at the lower price. The price is bound 
to go down ; for if it shows any troublesome desire to. maintain 
itself, they have only to keep on selling "wind" until the 
market breaks. Of course they reap the difference in price, 
and the more they have sold, the greater their profits. In this 
process the price apparently does not rise when the covering 
contracts are made. This is because, say some, 2 the wheat 
which the shorts buy is based on real holdings; or, say others, 8 
because they cannot really secure and deliver all the wheat, and 
so simply settle the contracts at the market price; or because 

1 See testimony taken before the committee on agriculture, 1892, p. 16. 

2 Cf. C. W. Smith, Commercial Gambling, p. 148. 

8 Senator Washburn, Cong. Record, XXIII, pt. 6, p. 5986. 
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on general principles " the long-buyer is a less potent factor in 
the market than the short-seller." Whatever the cause, here is 
the fact, a sure and safe method of selling at one price, depress- 
ing the market, and buying in at a lower price, scoring the 
consequent profit. 1 With a description of this process as his 
vade mecum, the way of the speculator is easy and his profits 
far from light. 

The legislators who see so clearly how they might thus take 
unto themselves the "hard-earned substance of the farmer," 
may seem to show a most praiseworthy self-abnegation in 
exposing the method and attempting to make it unlawful. 
But the men who have put this system into practice present a 
curious contrast to what we might expect of those who should 
take advantage of such a scheme. Of the many who have sold 
farm products short, not one in a hundred has grown rich ; and 
even those who have been more or less successful do not show 
the boldness of men who have a "sure thing," with nothing to 
fear. If prices remain firm, these men do not rush in deeper 
and deeper, but draw out with all possible despatch. What is 
it, then, that men possessed of such " complete power over the 
market " have to fear ? 

Something has evidently been left out of account in this 
theory — something that keeps the price from falling below a 
certain point, despite the illimitableness of the supply, and 
that casts a shadow over the pathway of the covetous bear. 
The common answer to the charge that short-sales depress the 
price is, that every sale means a purchase, and that there is 
a speculative demand to meet the speculative supply ; and the 
common idea has always been that the thing that makes the 
bear so nervous is the bull. 

This proposition is greeted with ridicule by the anti-option- 
ists, as " one of the oldest gags in the argument of the whole 
question." But they meet it with reasoning as well as with ridi- 
cule. They are doubtless right in denying that because the seller 
implies the buyer, and for every sale there is a purchase, there- 
fore the contending forces are equal, and short-selling is always 

1 Cf. W. E. Bear, Market Gambling, Contemporary Review, June, 1894. 
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equalized by long-buying. The number of buyers depends, 
of course, upon the price, and buyers will be forthcoming if the 
price falls far enough. So, too, they are right in saying that 
the price may be depressed by a multitude of unaccepted 
offers. But though the increase of speculative supply, like the 
increase of real supply, may depress the price, the question 
whether it does so do depends upon the strength of the demand. 
The assumption of the advocates of these measures is, that the 
demand depends for its strength solely on consumers and " real 
traders." That this is not the case is evident from the fact that 
prices have not fallen to an unlimited extent. As soon as the 
price falls to the point where speculators think it is below what 
the actual price is going to be, these speculators come in and 
buy. The bears cannot continue to sell "wind" indefinitely; 
for the purchasers become equally eager, and their purchases 
raise the price. Men are just as ready to make money from a 
rising as from a falling market. As a matter of fact, then, we 
see that there is a great fictitious demand to meet the fictitious 
supply, and the cause of the bear's fear is, after all, the bull. 

When the Senator from Minnesota, then, argues 1 that the 
short-seller can of himself depress the price, whereas the owner 
of the property can only advance the price with the consent of 
the buyer, and that therefore " the ' long ' is a far less potent 
factor in advancing prices than the ' short ' in depressing them " ; 
or that, " in other words, one man may and does put the price 
down, whereas it requires the concurrent action of at least two 
people to advance the price " — he does not meet the point at 
all. It is not the owner that opposes the short. It is the 
speculative buyer. The latter does not have to wait for any one 
any more than does the speculative seller. He can and does go 
into the market, bid for large quantities of the product, and 
thereby raise the price by his own efforts, exactly as the short- 
seller, by offering similar amounts, seeks with more or less 
success to depress the price. 

Again, when the senator argues 2 in the next place that, even 
if the seller implies the buyer, prices are not determined by 

l See Cong. Record, XXIII, pt. 6, p. 5985. 2 Ibid. 
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such offers, because they are often manufactured by "wash 
sales," he says nothing of the fact that such sales may be used 
to advance the price. Nothing too severe can be said of the 
practice of " wash sales " ; but they are no more an instrument 
of the bear than of the bull. 

And when, in the third place, Senator Washburn holds 1 that 
the " fictitious " buyer is no support to the market, because he 
buys not actual commodities, but merely "contracts"; and is 
really a destructive influence, because at the approach of the 
time for delivery he rushes to get rid of his " contracts," and 
breaks the market by his liquidation — a similar contradiction 
is involved. In the first place, one is inclined to wonder why, 
if the short-seller cannot possibly deliver on his contracts, as 
we are so vigorously told, and would be in a deplorable state 
if delivery were demanded — why under such circumstances 
the buyer is so afraid that such delivery will take place and is so 
anxious to liquidate before the occasion arrives. But apart 
from this, it is evident that what is said of the long-buyer is 
equally true of the short-seller on the other side of the market. 
It makes little difference for this argument whether fictitious 
buying and selling have the same effect upon the market as real 
buying and selling or not ; but surely the distinguished senator 
cannot hold that fictitious selling does have the same effect, 
as he maintains in denouncing the competition of the short- 
seller, and that fictitious buying does not, as he maintains in 
denouncing the influence of the long-buyer. In any case, what 
is true of the one is true of the other. If the anxiety of the 
long-buyer sometimes makes him a depressing influence, so 
the anxiety of the short-seller sometimes makes him an influ- 
ence for the advance of prices. It is true that nothing will 
force prices down like a stampede of bulls in a rush to liqui- 
date ; but it is equally true that nothing will send prices up 
like a rush of frightened bears to cover their short-contracts. 

That the short-seller does not control the market, is further 
made evident by the fact that prices of farm products rise and 
fall quite independently of the amount of fictitious transactions. 

l See Cong. Record, XXIII, pt. 6, p. 5986. 
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If the influence of these transactions is on the whole to de- 
press the market, the greater the amount of dealings, the lower 
ought the price to stand. But no such correspondence exists 
at all. Take, for example, the figures of three consecutive 
years, which illustrate what is true of the whole period since 
short-selling was instituted : 

Wheat Futures Sold on N. Y. Produce Exchange. 1 

Bushels. Average price per year. 

1891 1,604,450,000 $I.o8 

1892 1,079,713,500 0.89^ 

1893 972,670,000 0.72^6 

The same is true of monthly and weekly sales and prices. The 
extension of fictitious dealings is seen to be in no way con- 
nected with a fall in price. 

The advocates of anti-option legislation have certainly not 
made good their first and most important claim, that the exten- 
sion of these fictitious transactions has put the market into 
the control of the short-seller. They find strong support, how- 
ever, in the fact that the price of farm products, and of wheat 
especially, has suffered a great decline. On this they base a 
negative argument to this effect : Since the high price of 
wheat in 1882 there has been a steady decline of price, till 
now wheat is worth not much more than half what it was at 
that time ; there is no increase in supply to warrant this 
change, for the acreage of wheat lands has not increased in 
the last twelve years: therefore some "sinister causes" must 
be at work — causes that have arisen since 1882. The system 
of selling "illimitable fictitious products" has arisen since that 
time ; in it, then, we find the sinister influence that has de- 
pressed the price. 

This is plainly in contradiction to the most familiar facts. 
In the first place, there has not been a steady decline in the 
price of wheat since 1882. The price fell for about five years, 
reacted after 1887, culminated in 1891, and since that time 

1 Figures of transactions are from Bradstreefs ; prices are from reports of pro- 
duce exchanges. 
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has fallen off again in the most startling manner; we ought 
then to find corresponding variations in the "sinister cause." 
But the system of short-selling has steadily increased in impor- 
tance without any such changes. Furthermore, the system 
was developed some years before 1882, and it was due to large 
fictitious transactions in that year that the Chicago price was 
kept above the price in other markets and higher than actual 
conditions warranted. 1 And thirdly, though the acreage and 
the crops in this country after 1882 showed no increase over 
the years just preceding, the fact was that America no longer 
made the price of wheat. All wheat-raising countries had 
come into the market, and the characteristic feature of the 
years after 1882 was an increase in the world's supply. 2 The 
conditions have again changed in this country, and the exces- 
sive supplies of the last few years, combined with Russian and 
(worst of all, because unexpected) Argentine competition, 
make it unnecessary to seek more " sinister causes " for the 
course of prices. As to the fall in the last few years, the fol- 
lowing tables are instructive : 3 



Total Available Stocks of Wheat in the United States, 
Canada, in and afloat for Europe, and in Australia 
on the dates named. 

Bushels. 

July i, 1894 154,000,000 

July 1, 1893 157,000,000 

July 1, 1892 102,000,000 

July 1, 1891 89,000,000 

July 1, 1890 74,000,000 

July 1, 1889 68,000,000 

1 See " The Price of Wheat Since 1867," by T. B. V eblen, Journal of Political 
Economy, December, 1892. 

2 Ibid. 

8 From Bradstreefs, July 7, 1894, and December 8, 1894. 
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Domestic Stocks of Wheat December i, with Comparisons. 

In U. S. and Canada. East Rockies. Pac. coast. Both coasts. 

December i, 1894, 113,116,000 14,582,000 127,698,000 

December 1, 1893, 96,597,000 10,629,000 107,226,000 

94,671,000 10,415,000 105,086,000 

62,328,000 10,619,000 72,948,000 

44,843,000 12,361,000 57,205,000 

54,455» 00 ° 8,120,000 62,575,000 

51,394,000 6,476,000 57,871,000 



December 1, 1892, 
December 1, 189 1, 
December 1, 1890, 
December 1, 1889, 
December 1, 1888, 



And yet in the face of such conditions as these, we are told 
that there are absolutely no " natural causes " for the recent 
fall in price ! 

But suppose it be admitted that the short-seller does not 
control the market — that there are forces of equal strength 
on the other side devoted to the advancement of prices ; have 
we then proved that the system is not reprehensible ? Can 
we justify the determination of prices by this " juggling with 
the product of the farmer," even if it be as easy to juggle 
prices up as to juggle them down ? This question was an- 
swered in the first part of this paper. The function of specu- 
lation was there shown to be the establishing of a price for 
future commodities. A means of fixing a price for future 
products would have been a blessing to trade at any time ; but 
when, with increased facilities for communication and trans- 
portation, the market for the staple agricultural products be- 
came a world market, some such means became a necessity. 
Otherwise all trade would have been speculation. 1 

The price for future goods, like any price, can be made only 
by buying and selling, and it depends on the demand and supply 
in respect to future goods. Let the farmer, then, fix the price, 

1 Space has not been taken in this paper to consider the particular ways in 
which risks can be shifted to the speculating class. The most familiar of these is 
the practice of millers, elevator men and exporters, in " selling against " the stocks 
which they hold or export. The advocates of these bills say that this practice 
can still be continued under the new regime, overlooking the fact that it would 
not be possible except for organized speculation in the hands of a special class. 
An excellent account of the method is given by Mr. A. C. Stevens, in an article 
already referred to, Quarterly Journal of Economics, II, 27. 
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say the anti-optionists. Why should he be " despoiled of that 
voice in fixing the price of the product of his labor and capital 
which is accorded to other producers " ? But the prices deter- 
mined by speculation are prices for future goods and are made 
by transactions based on probable future conditions. These 
conditions are purely matters of estimate, and the farmers as 
a class are not able to weigh the numberless influences which 
may affect the future market for their commodities. Only 
those men who have great experience, wide knowledge and the 
most improved means of obtaining information, combined with 
cool judgment, courage and the faculty of quick decision, are 
competent to forecast the course of future prices and forestall 
the probable event by their own purchases and sales. And it 
is the great speculators who combine these qualities in the 
greatest degree. 

When, therefore, the distinguished sponsor of the Senate 
bill charges the exchanges of the country with being mere 
"price factories," the exchanges may well admit the truth of 
the charge. That is just what they ought to be. We have 
seen that by making prices which express the opinion of the 
most intelligent men, they direct production and distribution 
into the most profitable channels. Through these " price fac- 
tories " the intelligent farmer is enabled to market his crop 
with greater profit and less danger of loss than would be 
possible if the old system were applied to modern conditions. 
On the other hand it may be that the shiftless and dull are 
affected as such persons are in all walks of life by the adoption 
of more intelligent methods by their competitors. 

The main charge, however, is that these prices are made 
regardless of the law of supply and demand. The objects of 
the House bill of 1894, as stated in the report of the com- 
mittee on agriculture, 1 were " to restore to the law of supply 
and demand that free action which has been destroyed by the 
practice of 'short-selling' "; and to afford relief "by restoring 
the functions of the law of supply and demand now inoperative 
by reason of the limitless offers of the short-seller " ; and still 

1 53d Congress, 2d Sess., House Rep., No. 845. 
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further, " to restore to the producer an honest market and such 
prices as will follow the unfettered action of the law of supply 
and demand." Similarly, in the speeches made in support of 
such legislation great stress is laid on the iniquity of an in- 
fringement of this law. 

From the standpoint of the anti-optionist the law of supply 
and demand is a moral law. He holds that prices ought to be 
determined by supply and demand and that it is wicked to 
determine them in any other way. He fails to see that the 
"law of supply and demand," like any economic law, is merely 
a statement of facts. If it is no longer a true statement, then 
it is the law and not the facts that must be remodeled. 
Neither Congress nor the merchant body is called upon to 
" restore " the law to its former place. 

Both the advocates and the opponents of such legislation, 
however, will agree that the speculative supply and the specu- 
lative demand do determine the speculative price, i.e., the price 
of futures. The real point at issue is, whether this speculative 
supply is determined by actual conditions. If not, the function 
of speculation as a means of forecasting the market is not ful- 
filled, and its economic benefit is hard to see. The enemies 
of the existing system, however, in denying that prices are 
determined by actual conditions, confuse actual conditions with 
physical conditions. They take the mediaeval view of price 
as an objective something, springing full-fledged from a phy- 
sical supply and a definite demand. Seeing that prices are 
not wholly determined by the existing stock of a commodity 
compared with the amount wanted for immediate consumption, 
they come to the conclusion that " demand and supply are in- 
operative." It is evident, however, that even the demand for 
" cash " wheat will not be determined by the stock on hand at 
any particular time, and never was so determined under any 
system. As long as men are able to postpone their purchases 
or sales, they will carefully consider the conditions in different 
places and the chances of changed conditions in the immediate 
future, before deciding what their transactions shall be and at 
what rate they shall be made. Supply does not mean the 
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stock in existence, much less the amount of a given crop, nor 
demand the amount that can be used consumptively. They 
depend on mental operations — on opinions held in regard 
to numberless facts that may affect the market. 

But if the price of present goods is purely subjective in its 
determination, depending on the knowledge of certain facts 
and suppositions as to others, much more is this true of the 
price of future goods. The question, then, is not whether spec- 
ulative prices are determined by the existing condition of a 
physical supply, but whether they are determined by the most 
intelligent suppositions regarding future supply and demand. 
If this is true, the speculative price will approximate as closely 
as possible to the actual future price, and the real work of 
speculation will be accomplished. 

That this is the case is evident from the effect on the mar- 
ket of every piece of news, at all authenticated, affecting 
future supply or future demand. Good weather in Dakota, 
the repeal of an export prohibition in Russia, cheapened trans- 
portation from India, a cessation of hostilities in South Amer- 
ica, — all these and numberless minor events pointing to a fall 
in price, bring out an increase in speculative supply. While a 
frost in Kansas, a drought in India, the appearance of grass- 
hoppers in Iowa, the chance of a " car famine " in the United 
States, or the rumor of a war in Europe, — all occurrences, in 
fact, that point to a rise in price, call out an increased specula- 
tive demand. We should not be misled by the large transac- 
tions based on a single crop. So long as men keep changing 
their opinions with every change in news, a crop will be bought 
and sold many times over, but from this no harm necessarily 
results to the producer. The speculative supply increases 
when an increase is expected in the actual future supply, and 
falls off when the indications point to a deficient future supply. 
In the same way the speculative demand varies according to 
the expected changes in the actual future demand. However 
much Congress would like to regulate the prices of future 
goods, those prices are and must be regulated by the estimate 
men put on the future supply and demand. 
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But opinion alone cannot affect prices. Opinion must be 
backed by offers to buy or sell. Here arises the possibility of 
a serious evil. All the indications may point to a certain re- 
sult, and yet speculators may be frightened out of making 
transactions on the basis of these probabilities by the action of 
a few men. If two or three dealers of known ability and 
financial strength persistently sell any commodity, say wheat, 
in the face of "bullish" indications, they may succeed in 
causing a fall in price. This is simply because the bull ele- 
ment is not very confident itself as to the realization of the 
predicted conditions, and because it fears the shrewdness and 
strength of these operators more than it trusts the predictions. 
Here is a clear case of " scare," and as a consequence the 
market is " manipulated " by the stronger party. 

That prices are sometimes thus manipulated, possibly to the 
great detriment of the trade at large, is beyond question. But 
let us consider the result. On the one hand actual conditions 
may prove the short-sellers to have been right in anticipating 
an unexpected large supply — in which case they have only 
put the price where it ought to have been, and, however selfish 
their motives, have performed a distinct economic service and 
reaped the reward of superior sagacity or luck. 1 But it may 
be that subsequent events prove that the price made was too 
low. In this case the low prices are only temporary. As 
soon as the real conditions are known, the price will rise. The 
shorts may prove shrewd enough to cover all their contracts 
before this time arrives, but in almost every case the tide turns 
too quickly and their frantic attempts to cover before it is too 
late only aggravate the result. The price goes up (probably 

1 At the time that the anti-option measures were being agitated in 1892, there 
was still much excitement over the then recent action of Mr. Pardridge, of 
Chicago, in selling large quantities of wheat and keeping the price down in the 
face of the unanimous opinion of statistical authorities that there was to be 
a shortage in supply. This seemed a flagrant case of unwarranted depression of 
price. Mr. Pardridge, however, happened to be right. It was later admitted by 
the same authorities who predicted a shortage that there was wheat enough and 
to spare ; and that Mr. Pardridge, whatever he thought he was doing, had only 
" made " the price what it ought to have been. See " The Utility of Speculation " 
by Mr. A. C. Stevens, Political Science Quarterly, VII, 419. 
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to an extreme in the other direction), and the shorts are bank- 
rupted because they attempted a manipulation that was not 
warranted by actual supply and demand. They sold their 
" wind " and they reaped the whirlwind. There has been a 
temporary disturbance of prices, and those who could not post- 
pone their dealings have suffered thereby. Then equilibrium 
is restored and normal business continues. 

But the fact that these manipulations are the exception and 
are only successful when in agreement with actual future con- 
ditions, does not make them a matter of slight concern. To 
what, however, is the evil due ? Not to any lack of restriction, 
but to a lack of competition. It is not the speculative machin- 
ery that causes the evil, but something that obstructs its 
working. Instead of keen competition on the side of the 
bulls, and the ready buying that is warranted by the facts of 
the case, we find a weak surrender to the bear forces. What 
is wanted to stop bear manipulation is not statutes, but bull 
intelligence and courage. But manipulations are not always 
attempted for the purpose of lowering prices. At times the 
price may be put above its normal point by just such tactics 
as we have described. In this case the cure lies in strong 
action by the bears, i.e., by vigorous short-selling. 1 Here the 
restrictions proposed would prove disastrous. If the short- 
seller is suppressed, the competitive action of the market is 
destroyed, and the chief obstacle to corners and bull manipula- 
tions of all kinds is removed. 

All speculation is in a sense manipulation. It is by the equal- 
ization of the manipulation on the opposite sides that the correct 
price is fixed. The evils arise when the manipulation of one 
side is not equalized by that of the other. The more perfect 
the speculative system, the less likely is an unwarranted influ- 
ence by either bulls or bears, and the less possible does all 
manipulation become. Not only is this true theoretically, it is 

1 When short-selling has gone too far, that is, when the market is " oversold," 
we have the best condition for a corner. This means that the shorts have sold 
more than they can deliver, and as is always the case with those who act contrary 
to actual conditions, have wrecked themselves in consequence. 
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true historically. It is a common saying that only a rash man 
will to-day attempt to corner the market. And though corners 
are still attempted and manipulations of various kinds are 
occasionally successful, the possibility of such success is con- 
stantly decreasing as speculation becomes more and more 
extended and more perfectly organized. Great evils there 
must be ; for there are great evils in all competitive business, 
and in speculation the good and the bad elements of ordinary 
business are intensified. In the speculative field, as in all 
industry and trade, mistakes of judgment, due to imperfect 
knowledge and limited intelligence, cause disaster and loss. 
The remedy for the evils of competition is no other in the 
case of speculation than in the case of other business. It is to 
be found not in outside interference with the machinery of 
speculation, but in the growing knowledge and intelligence of 
the speculative class. 

III. 

The purpose of this article has been to show that anti-option 
legislation is a blow at an essential part of the modern machin- 
ery of commerce. It is avowedly an attempt to suppress the 
short-seller, on the ground that he regularly depresses prices 
regardless of supply and demand, and thus deprives the farmer 
of a fair price for his product. If the position taken in this 
article is correct, the short-seller has no such influence on 
price, but is, on the contrary, a necessary part of the specula- 
tive system. Under this system prices are determined by the 
keenest competition of rival dealers. This involves all the 
evils of business strife under a competitive regime. But no 
other way of making prices than by competitive buying and 
selling has yet been devised. The advantage of such determi- 
nation of the prices of future goods is, once more, that it 
relieves ordinary trade of its speculative element, concentrating 
the risks on a single class ; while by this means the widest 
knowledge and keenest intelligence are brought to bear on the 
direction of productive and distributive forces into their most 
advantageous channels. 
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That there are enormous evils in speculation as carried on 
to-day, in stocks even more than in produce, is beyond all ques- 
tion. It is a desire to see these suppressed that has given 
popular support to the Hatch and Washburn bills. But these 
bills strike at the benefits as well as at the evils of the system. 
The problem of checking the evil while retaining the good is 
one of the gravest questions with which the people may soon be 
called to deal. These evils are, in the first place, those arising 
from the low plane of morality among many brokers and specu- 
lators. The system is honeycombed with corrupt practices. 
The mad desire to turn the market in one direction or another 
leads to tricks and deals of every degree of dishonesty. "Wash 
sales," irresponsible "curb-trading," affiliation with bucket- 
shops, rumor-mongering, the secrecy in regard to "unlisted 
securities " on the stock exchanges, and the scandalous inside 
manipulation of such securities — these and other practices are 
a disgrace to the exchanges which permit them to flourish. 
They are, however, due not to the system, but to the dis- 
honesty of men. How far government intervention would 
prove a benefit is a grave question. The duty lies primarily 
at the door of the able and honorable men who form the best 
element in all the exchanges. If these men cannot control 
the evils, we may find a repetition of the experiences of the 
" Granger " railroad legislation. That legislation was costly and 
disastrous, but it taught the lesson that the people can and will 
interfere. Whatever the legal status of the exchanges may be, 
economically they are quasi-public institutions, and as such 
have public duties. It would be lamentable for them to remain 
blind to these duties so long as to bring down unreasoning 
Populistic legislation on their heads. 

The other great evil of speculation is its extension throughout 
the country. It is not the great speculators, but the number- 
less small speculators, who are the social curse. The record of 
defaulting cashiers and trustees that comes up from every 
corner of the land, shows how far this evil has extended. To 
what extent, however, the evil can be overcome by legislation 
is another serious question. 
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These questions are assuming great practical importance in 
Germany, where a recent imperial commission has investigated 
the whole subject of speculation. This commission is emphatic 
in its recognition of the commercial necessity of dealings in 
futures (Terminhandel) and of the machinery to make such 
dealings possible. But it aims at suppressing the real evils of 
which we have been speaking, without destroying the system 
itself. Governmental supervision of exchanges is recommended 
as a possible check on dishonest practices. The interests of 
the investing public are to be represented on the managing 
boards of the stock exchanges, and the interests of the produc- 
ing class on the produce exchanges. All persons trading 
through brokers on the produce exchanges are to be registered, 
and brokers are to be held liable for trading for any person not 
so registered. Speculation in behalf of clerks, officials and 
employees is to be strictly forbidden; also speculation for any 
one whose solvency is known to be endangered by the transac- 
tion. Brokers guilty of breaking these regulations are to be 
liable to expulsion or even imprisonment. 1 

The commission itself was by no means unanimous in its 
belief in the efficacy of such regulations, if put in practice. 
Still more may the practicability of such paternal measures 
in this country be doubted. But if a blow is to be struck at 
the evils of speculation, a lesson may well be learned from the 
report of this commission. The projected German reform 
aims at correcting the evils, while recognizing the benefits of 
the speculative system. The projected legislation in this coun- 
try embodies a blind attack on the important economic func- 
tions of the system. The former effort must arouse universal 
sympathy. The latter can only call forth opposition and alarm. 

Henry Crosby Emery. 

Bowdoin College, 
Brunswick, Me. 

1 Bericht der Borsen-Enquete-Commission, Berlin, 1893. 



